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favorable money market to redeem it, replacing it with stock paying a lower
dividend rate. Since the directors customarily represent the interests of
common stockholders rather than preferred, it is natural for them to think
first in terms of the interests they most directly represent. Lower dividends
to preferred stockholders pave the way for earlier and larger distributions to
common stockholders. Even where the ranks of common stockholders are
swelled by the admission of those whose preferred stock has been replaced
by common, the original holders of common stock stand to gain, at least in
the timing of dividend distributions. If prior claimants are eliminated,
regardless of the size of their claims, earlier payments of common dividends
are made possible.
Even where preferred stock carries the right of cumulating unpaid divi-
dends, a favorable turn in the fortunes of the corporation may not be of
immediate benefit to the preferred stockholders. As was pointed out earlier,
the larger the accumulation, the less likelihood that it will be paid in cash.
To be sure, this cumulation must be liquidated in some manner before any
dividends can be paid on the common stock. But more often than not, the
manner of liquidation provides little immediate cash for the preferred stock-
holders. The funding of dividend accumulations paves the way for the
common stockholders to share almost as quickly as the preferred in better
future earnings of the corporation.
There is no intent to imply that there are no sound investment oppor-
tunities in the purchase of preferred stocks. On the contrary, the prices
of some preferred stocks vary less than the prices of many bonds. A review
of the assumptions of Smith's "common-stock" theory of investment is
pertinent at this point. Paraphrasing his "law" it would appear that (1)
over a period of years, (2) a diversified list of preferred stocks, (3) issued
by representative corporations, (4) in essential industries will probably
justify their purchase at reasonable prices, provided that (a) the amount of
prior claims is not too large in relation to the earning capacity and the assets
of the corporations issuing them, and (6) the directors do not have the right
to redeem the preferred stocks. To support this thesis, illustrations of
price ranges of selected nonredeemable preferred stocks are cited in the
table on page 155.
In the table, fractions have been omitted. The following additional
information is of interest: Procter & Gamble has paid regular dividends
on its 8 per cent preferred stock since it was issued in 1891. The lowest
earnings per share during any year covered in the table was $405.75.
Eastman Kodak has paid regular 6 per cent dividends since 1902; lowest
earnings in the above period, $98.27 per share. National Biscuit has paid
regular 7 per cent dividends since 1898; lowest earnings in the above period,
$40,26 per share. Union Pacific has paid regular 4 per cent dividends since
1900; lowest earnings in above period, $18.62 per share.